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Director and Chief Me’di Offi
SUBJECT: DEPARTMENT OF HEALTH S
OUTLOOK UPDATE

VICES FISCAL

Aftached for your information is a Summary of Changes in the
Department of Health Services (DHS) Fiscal Outlook (Attachments A1-
A2) since our last report on June 18, 2007.

As indicated in the summary of changes (Attachment A2) the Fiscal
Year (FY) 2006-07 year-end balance in the Department’s designation
fund is $135.3 million, a decline from the $277.8 million per our last
update. For FY 2007-08, we are estimating a balanced budget
through the Supplemental Budget Resolution (see line 20 column 2 on
Attachment A1). The cumulative funding shorifall through FY 2010-11
including the remaining proposed Deficit Management Plan Actions
that are not inciuded in the supplemental budget, is now estimated at
$(1,130.8) million, (line 29 on Attachment A2), an increase in the deficit
from the $(625.6) million per our last update. This is mainly due to
revised estimates for the Managed Care Rate Supplement to reflect
changes due to a State calculation error.

With respect to the estimated funding shortfall of $(265.3) million for
FY 2008-09, the Department is working with the Chief Executive Office
(CEO) to develop a balanced proposed DHS budget for FY 2008-09.
During this time will also begin laying the groundwork to develop -
approaches for addressing the much larger cumulative future fiscal
year projected shortfalls.

Medi-Cal Redesign

California is currently in year 3 of the 5-year statewide hospital
financing waiver. The State of California has not yet finalized year 1 of
the waiver. We are expecting in the next 8 to 10 weeks to receive
revised numbers from the State. We do not expect to have final
numbers until February 2008. The revised numbers could have a
material impact on our current forecast.
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Managed Care Rate Supplement

The Managed Care Rate Supplement is still pending Federal approval. We have
responded to all of the questions from Centers for Medicare and Medicaid Services
(CMS) and are expecting for CMS to comeback with a response no [ater than
November 10, 2007.

The Department has revised the estimates for the Managed Care Rate Supplement to
reflect changes due to a State calculation error. The cumulative effect of the changes is
a reduction in revenues of $505.1 million (Attachment A1 line 5 $(856.6) million and line
6 $351.5 million). As discussed above the cumulative funding shortfall increase from
$(625.6) million to $(1,130.8) million, an increase in the deficit of $505.2 million,
primarily due to the changes in the Managed Care Rate Supplement updated estimates.

Mental Health Services

DHS and DMH have been working together to reach a mutual resolution for the
provision of psychiatric services to the residents of Los Angeles County. To date, both
Departments have agreed in concept to the following psychiatric service program
change:

LAC+USC Psychiatric Outpatient Clinic — Effective November 1, 2007, LAC+USC will
transfer the operation of the psychiatric outpatient clinic to DMH. DMH will retain
approximately $1.3 million of the Interagency Agreement funds to operate the oufpatient
program. The DHS savings for FY 2007-08 is expected to be $0.8 million for eight
months. Estimated ongoing annual DHS savings are approximately $1.2 million.

DHS and DMH are continuing to discuss the psychiatric emergency rooms, inpatient
services, and urgent care centers. -

Healthcare Reform

Los Angeles County is willing to help fund the reform by participating in the provider fee
proposal and the County share of cost mechanism providing the new law gives us the
tools we need to restructure our system during the transition to a new era of healthcare
delivery. The private sector will still rely on us to offer frauma, ER and complex
specialty services. Without our system, there will not be adequate capacity to treat the
uninsured and the newly insured.
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Pending Rule Disallowing Use of Interns & Residents Costs for Certified Public
Expenditures (CPE)

CMS is proposing to eliminate Medi-Cal payments for interns and residents in hospitals
that train physicians. The earliest that CMS can implement this rule is FY 2008-09
because of the one-year moratorium provision that is currently in effect until May 26,
2008. We are estimating the annual cost to the Depariment to be approximately $30.0
million. We are currently working with CAPH and NAPH to extend the moratorium
beyond May 26, 2008.

If you have any questions or need additional information, please let me know.

BAC:aw

FISCAL QUTLOOKS250

609:005
Aftachments
c: Chief Executive Officer

County Counsel
Executive Officer, Board of Supervisors
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